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DISCLOSURE STATEMENT

This advice constitutes return information subject to I.R.C.
§ 6103. This advice contains confidential information subject to
attorney-client and deliberative process privileges and if
prepared in contemplation of litigation, subject to the attorney
work product privilege. Accordingly, the Examination or Appeals
recipient of this document may provide it only to those persons
whose official tax administration duties with respect to this
case require such disclosure. In no event may this document be
provided to Examination, Appeals, or other persons beyond those
specifically indicated in this statement. This advice may not be
disclosed to taxpayers or their representatives.

This advice is not binding on Examination or Appeals and is
not a final case determination. Such advice is advisory and does
not resolve Service position on an issue or provide the basis for
closing a case. The determination of the Service in the case is
to be made through the exercise of the independent judgment of
the office with jurisdiction over the case. :

You have requested our advice as to whether ycur taxpayer,
I i ccouired to report advance rental
payments and deposits in the vear received under Treasury
Regulation § 1.61-8(b) or whether such payments may be subject to
deferral under Revenue Procedure 71-21, 1971-2 C.B. 549, until
the year the services are completed.

I.R.C. § 451 provides that generally the amount of any item
of gross income shall be included in income for the taxable year
in which received by the taxpayer, unless, under the method of
accounting used in computing taxable income, such amount is
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properly accounted for as of a different period.

Treasury Regulation § 1.446-1(c) (1) (ii) provides that
generally, under an accrual method, income is to be included for
the taxable year when all the events have occurred that fix the
right to receive the income and the amount of the income can be
determined with reasonable accuracy. The Service has ruled that
a2ll the events that fix the right to receive income occur on the
earliest of when (1) the required performance takes place, (2)
payment 1is due, or (3) payment is made. Rev. Rul. 84-31, 1984-1
Cc.B. 127. Advance rentals must pe included in income in the year
received, regardless of the period covered or the taxpayer's
method of accounting. Treas. Reg. § 1.61-8(b).

Absent a specific provision authorizing deferral, prepaid
income must be included in income upon receipt. Automobile Club
of Michigan v. Commissioner, 353 U.S. 180 (1957); American
automobile Association V. United States, 367 U.S. 687 (1961);

Schlude v. Commissioner, 3772 U.S. 128 (1963). Revenue Procedure
71-21, 1971-2 C.B. 549, provides specific rules for deferring
prepaid income in some circumstances. It provides that a

taxpayer on the accrual method of accounting who receives
payments in advance for services to be provided before the end of
the next succeeding tax year may defer the inclusion of income
over the time in which the services are provided, rather than
including the entire amount in income upon receipt.

Revenue Procedure 71-21 implements an administrative
decision made under section 446 to allow accrual method taxpayers
to defer income in certailn specified and limited circumstances.
Tax accounting generally requires that payments for services to
be performed in future years be included in gross income in the
taxable year of receipt. In many cases financial accounting
requires the deferral of such income until the year in which the
services are performed. The purpose of the revenue procedure is
to reconcile tax and financial accounting treatment for such
payments, in many cases without permitting extended deferral for
including such payments in gross income. As Revenue Procedure
71-21 is an application of section 446, a taxpayer that properly
applies Revenue Procedure 71-21 is computing its income in a
manner that clearly reflects income. '

While income from services in some circumstances may be
deferred under Revenue Procedure 71-21, other types of income are
not eligible for deferral. In particular, prepaid rental income
is not permitted to be deferred. Section 3.08, Revenue Procedure
71-21. However, Section 3.08 further provides that for purposes
of the revenue procedure, the term rent does not include payments
for the use or occupancy of rooms or other space where
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significant services are also rendered to the occupant, such as
for the use or occupancy of rooms or other quarters in hotels,
boarding houses, or apartment houses furnishing hotel services.
Rev. Proc. 71-21, § 3.08, citing Treasury Regulation § 1.1372-

4 (b) (5) (vi) (services are considered rendered to the cccupant if
they are primarily for their convenience and are other than those
usually or customarily rendered in connection with the rental of
space.)

If you need additional assistance, please contact the
undersigned at 617/ 565-7858.

MAUREEN T. O'BRIEX
Assistant Districz Counsel
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